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I. INTRODUCTION

This matter comes before the Public Service Commission of South Carolina (the

"Commission") on the Application of Duke Energy Carolinas, LLC ("Duke Energy

Carolinas" or the "Company") filed August 5, 2011, (the "Application") requesting

authority to adjust and increase its electric rates, charges, and tariffs. The Application

was filed pursuant to S.C. Code Ann. §§ 58-27-820, 58-27-870 (Supp. 2011) and 26 S.C.

Code Ann. Regs. 103-303 and 103-823 (Supp. 2011).

Concurrently with the August 5, 2011, filing of its Application, the Company

filed the direct testimony of Jeffrey Bailey, Director, Pricing and Analysis for Duke

Energy Carolinas; Stephen G. De May, Senior Vice President, Investor Relations and

Treasurer of Duke Energy Corporation ("Duke Energy"); Catherine Heigel, President of

Duke Energy Carolinas for South Carolina; Robert B. Hevert, President of Concentric

Energy Advisors, Inc.; Dhiaa Jamil, Group Executive and Chief Generation Officer of

Duke Energy and Chief Nuclear Officer of Duke Energy Carolinas; Jane McManeus,
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Director,Ratesfor Duke EnergyCarolinas;Carol E. Shrum,Vice President,Ratesfor

Duke EnergyCarolinas;Jim L. Stanley,SeniorVice President,PowerDelivery for Duke

Energy'sFranchisedElectric andGasBusiness;Phillip O. Stillman,GeneralManagerof

RegulatoryAccountingand Planningfor Duke EnergyBusinessServices,LLC; andJ.

Danny Wiles, Vice Presidentof FranchisedElectric and Gas Accounting for Duke

Energy. Exhibits were includedwith the direct testimonyof witnessesBailey, Heigel,

Hevert,McManeus,Shrum,Stillman,andWiles. TheCompanyfiled supplementaldirect

testimonyandanexhibit for CompanywitnessBaileyonNovember11,2011.

The Company's generalelectric rates and chargeswere last approvedby the

Commissionin DocketNo. 2009-226-E,OrderNo. 2010-79,datedJanuary27,2010.

In this Application, the Companyrequesteda revenueincreaseof approximately$216

million andareturnonequity ("ROE") of 11.50%.

On August 17,2011,the Commission'sClerk's OfficeinstructedtheCompanyto

publish a Notice of Filing and Hearingin newspapersof generalcirculation in theareas

affectedby the Company'sApplication by August29, 2011. The Notice of Filing and

Hearingindicatedthe natureof theCompany'sApplication andadvisedthosedesiringto

participatein the proceeding,scheduledto beginDecember7, 2011, of the mannerand

timein whichto file appropriatepleadings.TheCompanyalsohadto noti_ eachaffected

customerof the hearing by September28, 2011, and provide a certification to the

Commissionby October 19,2011. On September16,2011 and October18,2011, the

Companyfiled affidavits with the Commissiondemonstratingthat the Notice wasduly

publishedin accordancewith theClerk's Office's instructions.
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Pursuantto CommissionOrder No. 2011-6651, the Clerk's Office scheduled

publichearingsin theCountiesof Anderson,Greenville,Lancaster,andSpartanburg.On

September19,2011,the Commission'sClerk's Office instructedthe Companyto notify

eachaffectedcustomerof thePublicNight Hearingsby September30,2011. OnOctober

18, 2011, the Company filed affidavits demonstratingthat theseNotices of Public

Hearings were duly published in accordancewith the Clerk's Office's instructions.

Additionally, on October 28, 2011, the Clerk's Office issued a revised testimony

schedule.

The SouthCarolina EnergyUsersCommittee("SCEUC") representedby Scott

Elliott, Esquire,filed a Petitionto InterveneonAugust23,2011. Wal-Mart StoresEast,

LP andSam'sEast,Incorporated(collectively referredto as"Walmart"), representedby

Holly RachelSmith,EsquireandThomasL. Moses,Esquire,filed a Petitionto Intervene

on October3,2011. TheCommissionof PublicWorksof the City of Spartanburg,South

Carolina and Spartanburg Sanitary Sewer District (collectively referred to as

"Spartanburg"), representedby Richard L. Whitt, Esquire and Timothy F. Rogers,

Esquire,filed apetitionto interveneonOctober18,2011. The Officeof RegulatoryStaff

("ORS"), automaticallya party pursuantto S.C.CodeAnn. § 58-4-10(B)(Supp.2011),

was representedby ShannonBower Hudson, Esquireand CourtneyDare Edwards,

Esquire. Duke Energy Carolinaswas representedby Timika Shafeek-Horton,Esquire,

CharlesA. Castle,Esquire,FrankR. Ellerbe,III, Esquire,BonnieD. Shealy,Esquire,and

JThepurposeof thenighthearingswasto providea forum,at a convenienttimeandlocation,for
customersof DukeEnergyCarolinastopresenttheircommentsregardingtheserviceandrates.
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HeatherS. Smith,Esquire. Collectively, Duke EnergyCarolinas,SCEUC,Spartanburg,

Walmart,andORSarereferredto as"the Parties"or individually asa"Party."

OnNovember14,2011,ORSfiled thedirecttestimonyof SharonG. Scott,Senior

Audit Manager;ChristinaStutz,Auditor; HenryN. Webster,II, CPA, Auditor; Douglas

H. Carlisle, Jr., Ph.D.,Economist;Leigh C. Ford, SeniorElectric Utilities Specialistin

the Electric Department; and M. Anthony James,P.E., Manager in the Electric

Department. Exhibits were included with the direct testimony of witnessesScott,

Carlisle, and James. On November15, 2011, ORS filed reviseddirect testimonyand

exhibits of witnessesCarlisle andScott. SCEUCfiled the direct testimonyandexhibits

of Kevin W. O'Donnell, Presidentof Nova EnergyConsultants,Inc. on November14,

2011. Walmart filed direct testimonyandexhibitsof SteveW. Chriss,SeniorManager,

EnergyRegulatoryAnalysis, for Walmarton November14, 2011. On November21,

2011, the Companyfiled the rebuttaltestimonyof witnessesBailey, De May, Heigel,

Hevert, Shrum,Stillman, and BarbaraG. Yarbrough,RatesDirector for Duke Energy

Carolinas. Exhibits were included with the rebuttal testimony of witnessesBailey,

Heigel,HevertandYarbrough.Surrebuttaltestimonywasfiled by SCEUCwitnessKevin

O'Donnell onDecember2, 2011.

On November30, 2011, ORS,Spartanburgand Duke EnergyCarolinas,filed a

SettlementAgreementand AttachmentsA, B, and C. On December7, 2011, ORS,

Walmartand DukeEnergyCarolinas("Settling Parties")filed a ReplacementSettlement

Agreementto take the place of the November30, 2011, SettlementAgreement. Filed

with the Replacement Settlement Agreement ("Settlement Agreement") were
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SupplementalAttachmentsA andB. SettlementAgreementSupplementalAttachmentA

reflectsthe Company'soperatingexperience,accountingadjustmentsandthe increasein

annualrevenuesfrom baseratesof $92,844,000. SettlementAgreementSupplemental

AttachmentB shows,by customerclass,theallocationof the increasein revenuesandthe

respectiveratesof return by customerclass. Duke Energy Carolinasfiled settlement

testimonyof witnessesHeigel,Hevert,andShrumonNovember30,2011.

Public hearingswere held on October 19, 2011, in Spartanburg;November8,

2011, in Lancaster;November 9, 2011, in Greenville; and November 10, 2011, in

Anderson. Witness Yarbrough's rebuttal testimonywas filed in responseto certain

testimonyprovidedby membersof the public during the night hearings. A petition and

preparedremarksfrom the GreenvilleNight Hearingwere acceptedinto the recordas

HearingExhibits 1and2, respectively.

TheCommissionconductedanevidentiaryhearingon this matterfrom December

7, 2011, through December8, 2011, in the hearingroom of the Commissionwith the

HonorableJohnE. Howard,Chairmanof the Public ServiceCommission,presiding.At

the outset of the hearing,ORS counsel describedthe SettlementAgreement. The

SettlementAgreement,including its SupplementalAttachmentsA and B, wasaccepted

into therecordascompositeHearingExhibit 3. TheSettlementAgreementis attachedas

Order Exhibit No. 1 and incorporatedherein by reference. On December7, 2011,

Richard L. Whitt filed a letter on behalf of Spartanburg,which was enteredinto the

record as Hearing Exhibit 12. The letter statedthat Spartanburgdoesnot opposethe

SettlementAgreementor theCommission'sapprovalof theSettlementAgreement.
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Public witnessesSethPowell and Dr. RichardBaldwin appearedand testified.

Duke Energy Carolinas witnessesHeigel, Jamil, De May, Wiles, Hevert, Shrum,

McManeus, Stillman, Bailey, Stanley, and Yarbrough; SCEUC witness O'Donnell;

Walmart witnessChriss; and ORS witnessesStutz,Scott, Webster,Carlisle,Ford, and

Jamesappeared,gave summariesof their testimoniesand answeredquestionsfrom

counselandtheCommission.

Duke EnergyCarolinaswitnessHeigel providedan overviewof the reasonsfor

the Company'srequestfor an increasein electric ratesand chargesand the ongoing

system modernization efforts. Witness Jamil described the Company's fleet

modernizationprogramandothercapitaladditionssincethe Company'slastgeneralrate

casein 2009 and operationalperformanceof Duke Energy Carolinas' nuclear, fossil,

hydroelectric,andrenewablegenerationportfolio duringthetestperiodendingDecember

31, 2010. CompanywitnessesDe May and Wiles testifiedasa panel.WitnessDeMay

addressedthe Company'sfinancial objectives,capitalstructureandcostof capital,while

witness Wiles addressedthe financial position and resultsof Duke Energy Carolinas'

operations for the test period ending December 31, 2010, and the Company's

depreciationexpenseandnucleardecommissioningcostsrecordedduringthetestperiod.

CompanywitnessHevert presentedhis independentanalysisof a fair Rateof Return

(ROE)which would allow Duke EnergyCarolinasto attractcapitalon reasonableterms

andmaintainfinancial strength.DukeEnergyCarolinaswitnessesShrumandMcManeus

testifiedasa panelonaccountingissuesandfuel costs.
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The Commissionreconvenedon December8, 2011,with witnessesStillmanand

Bailey testifying asa panel. WitnessesStillmanand Bailey addressedtheproposedrate

designand customerclassallocations. WitnessesStanleyand Yarbroughtestifiedasa

panelon the Company'stransmissionand distribution infrastructure,customerservice

issues,andtestimonyfrom thepublicwitnessesatthenight hearings.

SCEUC witness O'Donnell testified in support of ORS' adjustmentsand

addressedhis recommended9.50% ROE and capital structure, among other items.

WalmartwitnessChrisstestifiedin supportof theSettlementAgreement.

ORS presentedits first panelof witnesseswhich consistedof witnessesStutz,

Webster,andScott. Theyeachprovideda summaryof their testimonyandexplainedthe

findings and recommendationsas reflected in the ORS Audit Exhibits resulting from

ORS' examinationof Duke Energy Carolinas' Application and supportingbooks and

records. ORS witness Carlisle testified regardinghis study and analysisof markets,

economicconditions,the Company'scapitalstructure,andrecommendeda 10.5%ROE

for the Company. WitnessesFordand Jamestestifiedasa panelwith eachproviding a

summaryand review of the ORS Electric Department'sexaminationof the Company's

Application.

As requestedby the Commission,Duke EnergyCarolinasfiled three(3) late-filed

hearingexhibitson December22, 2011on: (1) a comparisonof theproposedresidential

rate increaseto the amountof residentialrate increasebasedon the proposedaverage

percent increaseof all customer classes; (2) Jim Rogers' and other executives'

compensationfor thetestyearallocatedto SouthCarolina;and(3) informationrelatedto
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the testimonyof a night hearingspeakerwho residesin an apartmentcomplex. The

exhibit addressedthe Commission'srequestfor informationon the numberof tenantsin

the complex and their currently applicablerate schedules.The Parties filed proposed

ordersandlegalbriefsonJanuary18,2012.

If. FINDINGS OF FACT

Based upon the Application, the SettlementAgreement,the testimony, and

exhibitsreceivedinto evidenceat the hearingandtheentirerecordof theseproceedings,

theCommissionmakesthefollowing findingsof fact:

A. Jurisdiction

1. Duke Energy Carolinas is a limited liability company duly organized and

existing under the laws of the State of North Carolina. It is a public utility under the laws

of the State of South Carolina and is subject to the jurisdiction of this Commission

pursuant to S.C. Code Ann. § 58-3-140(A) (Supp. 2011). The Company is engaged in the

business of generating, transmitting, distributing, and selling electric power to the public

in western South Carolina and a broad area of central and western North Carolina. Duke

Energy Carolinas is a wholly-owned subsidiary of Duke Energy, both having their offices

and principal places of business in Charlotte, North Carolina.

2. The Commission has jurisdiction over the rates and charges, rate

schedules, classifications, and practices of public utilities operating in South Carolina,

including Duke Energy Carolinas, as generally provided in S.C. Code Ann. §§ 58-27-10,

et seq. (1976 & Supp. 2011).
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3. Duke EnergyCarolinasis lawfully beforethe Commissionbaseduponits

Applicationfor a generalincreasein its retail ratespursuantto S.C.CodeAnn. §§58-27-

820,58-27-870,and26S.C.CodeAnn. Regs.103-303and103-823.

4. The appropriatetest period for use in this proceedingis the twelve (12)

months,endedDecember31,2010.

B. Settlement A_reement

5. Duke Energy Carolinas, by its Application and initial direct testimony and

exhibits, originally sought an increase of approximately $216 million in its annual

electric sales revenues from South Carolina retail electric operations, and an ROE of

11.50%.

6. Duke Energy Carolinas submitted evidence in this case with respect to

revenue, expenses and rate base using a test period consisting of the twelve (12) months,

ended December 31, 2010. The Settlement Agreement is based upon the same test

period.

7. On December 7, 2011, ORS filed the Settlement Agreement, 2 on behalf of

the Settling Parties, which resolved the issues in this proceeding with respect to Walmart,

Duke Energy Carolinas, and ORS.

8. The Settlement

$92,844,000, after accounting

recommended ROE of 10.50%.

Agreement provides for a revenue increase of

and pro forma adjustments, and adopts ORS'

2 It should be noted that while not a signatory party to the Settlement Agreement, Spartanburg filed a letter
on December 7, 2011 (Hearing Exhibit 12) indicating they did not object to the Settlement Agreement or
the Commission's approval of the Settlement Agreement.



DOCKETNO. 2011-271-E- ORDERNO.2012-77
FEBRUARY3, 2012
PAGE 10

9. The SettlingPartiesagreedthat Duke EnergyCarolinasshallmakea one-

time shareholdercontribution to AdvanceSCin the amountof $4 million to be usedto

fund Share the Warmth and other public assistanceprograms, manufacturing

competitivenessgrants, economic developmentand/or education/workforcetraining

programs. A modification of the distribution of theprofits from Bulk PowerMarketing

saleswill occurunderanORSproposal,althoughAdvanceSCwill still bearecipient.

10. The SettlementAgreementsetsforth the proposedrevenueincreasesand

therespectiveratesof returnby customerclassin SupplementalAttachmentB.

11. The Commission,having carefully reviewed the SettlementAgreement

and all of the evidence of record, finds and concludesthat the provisions of the

SettlementAgreementarejust and reasonableas to all the Parties,are in the public

interest,andshouldbeapprovedin their entirety. The specifictermsof the Settlement

Agreementareaddressedin thefollowing findingsof factandconclusions.

III. EVIDENCE AND CONCLUSIONS

EVIDENCE FOR FINDINGS AND CONCLUSIONS NOS. 1 THROUGH 4

Duke Energy Carolinas is an electric utility subject to the jurisdiction of the

Commission pursuant to S.C. Code Ann. Sections 58-3-140(A) (Supp. 2011). South

Carolina uses a historic twelve-month test period. 26 S.C. Code Ann. Regs. 103-

823(A)(3). These findings and conclusions are informational, procedural and

jurisdictional in nature and are not contested by any of the Parties.
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EVIDENCE FOR FINDINGS AND CONCLUSIONS NOS. 5 THROUGH 8

The Commission last approved the Company's general electric rates and tariffs in

Order No. 2010-79 in Docket No. 2009-226-E. Order No. 2010-79 allowed an 11.0%

ROE for the Company, with new rates set on an ROE of 10.70% for its South Carolina

retail jurisdictional rate base. The test period in that case was the twelve (12) months

ended December 31, 2008.

On August 5, 2011, Duke Energy Carolinas filed its Application and initial direct

testimony and exhibits, seeking an increase of approximately $216 million or 14.6%

average increase in its annual electric sales revenues from its South Carolina retail

electric operations. The Company requested an 11.50% ROE.

Duke Energy Carolinas submitted evidence in this case with respect to revenue,

expenses and rate base using a test period consisting of the twelve (12) months ended

December 31, 2010. The Settlement Agreement is based upon the same test period.

The Settlement Agreement filed by the Parties on December 7, 2011, in this Docket

provides for an increase of $92,844,000 or a 5.98% average increase in Duke Energy

Carolinas' annual revenues from kWh (kilowatt hour) sales from its South Carolina retail

electric operations. Of this amount, $90,654,000 is based on the accounting and pro

forma adjustments shown on Exhibits SGS-1 and SGS-2 to the revised direct testimony

of ORS witness Scott. The remaining $2,190,000 is based on evidence submitted on

December 6, 2011, showing that the new combined cycle plant at Buck Steam Station site

("Buck") and the new powerhouse downstream of the Bridgewater Hydro Station

("Bridgewater") were placed into service on November 27, 2011, and November 14,
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2011,respectively. The revenueamountrelatedto Buck is $1,807,000andthe revenue

amount related to Bridgewater is $383,000. The ORS accountingand pro forma

adjustmentsshowingthe $92,844,000areincludedin SupplementalAttachmentA to the

SettlementAgreement.

a) Need for Rate Increase

Company witness Heigel testified that the rate case is driven by the $6.5 billion of

capital invested in projects, including the modernization program that consists of retiring,

replacing and/or upgrading generation plants and transmission and distribution systems.

Ms. Heigel testified that these projects are needed to provide safe, reliable and

environmentally compliant electricity at reasonable costs. Duke Energy Carolinas'

average age of generation and power delivery systems consists of: coal-fired power plants

(61 years); nuclear generation system (30 years); hydroelectric (79 years); transmission

and distribution systems (certain major components range in age between approximately

30 and 40 years).

On a South Carolina jurisdictional basis, Duke Energy Carolinas' gross rate base

additions include new plant additions of approximately $134 million for the Cliffside

Unit 5 scrubber, $166 million for the Buck Combined Cycle Plant, $32 million for the

Tornado/High Energy Line Break ("HELB") work at Oconee Nuclear Station

("Oconee"), $43 million for the Bridgewater Powerhouse Replacement, $223 million for

General Maintenance and Nuclear fuel, $214 million for costs associated with

transmission and distribution, and $54 million for other general plant additions. In

addition to new plant, rate base additions attributable to Construction Work in Progress
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("CWIP") areasfollows: $138million for Cliffside Unit 6; $127million for PhaseII of

OconeeHELB; $98million for Dan River CombinedCycle;$90 million associatedwith

Other Nuclear, Fossil, Hydro, and Combustion Turbine projects; and $57 million

associatedwith Transmission,Distribution,andotherGeneralProjects. Includingcostof

capital,depreciationandpropertytaxes,grossplant additionsto thegenerationandpower

deliverysystemstranslateinto approximately$191million in additionalannualrevenue

requirementsaccordingto theCompany'stestimony.

The needto modernizethe systemis also driven by environmentalcompliance

requirementssuch as the need for emissioncontrols to comply with a seriesof new

proposedUnited StatesEnvironmental Protection Agency ("EPA") rules regulating

multiple areas relating to generationresources,such as mercury, SO2, NOx, coal

combustionby-productsand fish impingement/entrainment.Thesenew EPA rules, if

implemented,will increasethe need for the installation of additional environmental

controltechnologyor retirementof coalfired generationin the2014to 2018timeframe.

Witness Jamil testified that the Companyhas investedover $2.6 billion in capital

additionssince the 2009 RateCasefor the nuclear, fossil/hydroand renewablefleets.

Thesecapital additionsarepart of the Company'sefforts to addnew generationassets,

maintain reliability, modernizeexisting assetsfor greaterefficiency, continuewith life

extensioneffortsof nuclearunits, relicensingventures,aswell asto complywith new or

updatedregulatory requirements. The major capital investmentsundertakenby the

Companyat CatawbaNuclearStation include continuedreplacementand upgradingof

the servicewater systemand installing digital processsystems("DCS") in the control
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room. DCS provides the operators state-of-the-art technology to operate the plant,

control plant parameters by redundant instrumentation, and minimize transients or

deviations of operating parameters.

also being installed as well as

At the McGuire Nuclear Station, the DCS system is

an upgraded fire detection system. At Oconee,

preparations for the installation of a new safety-related digital reactor protection system

advanced the readiness for a 2011 implementation, as well as multiple equipment and

systems upgrades to the facility. With respect to regulatory compliance, the Company

continued modifications to the Oconee auxiliary building and emergency injection tanks

to provide supplemental protection from the effects of seismic activity or other natural

phenomenon based on updated standards published in recent years. Also at Oconee,

implementation of the new safety-related protected service water system progressed

significantly, and the Company completed the work necessary to comply with regulatory

requirements such as an NRC Security Rule, which required updated security measures at

nuclear plants across the country.

Witness De May stated that the credit rating agencies and investors view the

Company's ability to obtain timely cash recovery on prudently incurred costs as a major

factor in assessment of the Company's financial strength and credit quality. Strong

credit ratings and credit quality enable the Company to access the capital it needs to

replace aging and retired infrastructure, to comply with environmental requirements, and

to invest in new, more efficient technologies on reasonable terms for the benefit of its

customers. Company witness Hevert explained the ability to earn a fair and reasonable

ROE will help ensure access to capital markets, especially in uncertain financial markets.
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b) Return on Equi_.

The Settlement Agreement provides for base rates to generate a revenue increase

of $92,844,000 from South Carolina retail electric operations at an ROE of 10.50%.

(1) Capital Strueture

Duke Energy Carolinas witness De May testified that the Settlement Agreement

supports the Company's financial objectives by allowing timely recovery of its

investments in plant and equipment, providing sufficient cash flows to maintain its

necessary capital expenditure program and service debt, and providing a fair and

reasonable return to equity investors. The Company will have the opportunity to earn an

overall rate of return of 8.10% on its South Carolina retail jurisdictional rate base of

$3,963,064,000 with a long-term debt cost of 5.39% and an allowed return of 10.50% on

the equity component of a target capital structure comprised of 47% long-term debt and

53% equity.

Company witness De May testified to specific objectives that support financial

strength and flexibility that include: a) maintaining at least a 53% equity ratio for Duke

Energy Carolinas on a financial capitalization basis; b) maintaining current credit ratings;

c) ensuring timely recovery of prudently incurred costs; d) maintaining sufficient cash

flows to meet obligations; and e) maintaining a sufficient return on equity to fairly

compensate shareholders for their invested capital. The ability to attract capital (both

debt and equity) on reasonable terms is vitally important to the Company and its

customers, and helps the Company meet its overall financial objectives.
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According to the "Quarterly Financial Report for the twelve months ending

March 31,2011," filed with the Commissionin DocketNo. 2006-268-E,Duke Energy

Carolinas' capital structure was 43.4% long-term debt and 56.6% equity. In its

Application, Duke EnergyCarolinasapplieda targetcapital structureof 47% debtand

53%equity.

Capital structureis an importantcomponentof credit quality. WitnessDe May

explainedthat equity investorsprovide the foundationof a company'scapitalizationby

providing significant amountsof capital, for which an appropriateeconomicreturn is

required. Returnsto equity investorsare realizedonly after all operatingexpensesand

fixedpaymentobligationsof thebusinesshavebeenpaid. Sinceequity investorsarethe

last to receiveany earningsandcashflows, their capital is most at risk if the Company

suffers a downturn in businessor general financial conditions. The priority of

bondholdersover equity investorsassuresthe former a measureof protection. The

Companytestified that the greaterthe equity componentof capitalization,the saferthe

returnsareto debtinvestors,whichtranslatesinto highercreditquality.

WitnessDe May testified thatDuke EnergyCarolinas'equitycomponentenables

it to maintain its currentcredit ratings,financial strengthand flexibility. Duke Energy

Carolinas' outstanding debt is rated by Standard& Poor's ("S&P") and Moody's

InvestorsService("Moody's"). Obligationscarryinga credit rating in the "A" category

are consideredstrong investment-gradesecuritiessubject to low credit risk for the

investor.S&P's currentratingsfor Duke EnergyCarolinas'secureddebt is "A" and its

unsecureddebt is "A-." Moody's current ratings for Duke Energy Carolinas' secured
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debt is "AI" and its unsecureddebt is "A3." As of the dateof filing, Duke Energy

Carolinashas a "Stable" outlook by both S&P and Moody's. The ratings outlook

assessesthe potential direction of a long-term credit rating over an intermediateterm

(typically six (6) monthsto two (2) years). Duke Energy Carolinas' "Stable" outlook

meansthat the credit ratingsarenot likely to changeat this time; however,a changein

outlook or rating could occur if the Companyexperiencesa changein its businessor

financialrisk.

The target capital structureof 47% debtand 53% equity is appropriatefor the

Companyin this proceeding. The debt/equityratio is consistentwith the averagethe

Companyhas maintainedfor the last decade. The Commissionrecognizesthat, as

discussedby witnessDe May, a strongequity componentis a factor in determiningthe

Company'scredit rating. Basedon the testimonyprovidedby witnessesHeigel, Jamil,

and Stanley, the Commission recognizes the Company's need to raise capital.

Accordingly,theCommissionfindsandconcludesthatthetargetcapitalstructureof 47%

debtand53%equity is just andreasonablein light of all theevidencepresented.

(2) Return on Equi ,ty

In setting rates, the Commission must determine a fair rate of return that the

utility should be allowed the opportunity to earn after recovery of the expenses of utility

operations. The legal standards applicable to this determination are set forth in Fed.

Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591,602-603 (1944) and Bluefield

Water Works and Improvement Co. v. Pub. Serv. Comm'n of W. Va., 262 U.S. 679, 692-

93 (1923). These standards were adopted by the South Carolina Supreme Court in
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Southern Bell Tel. & Tel. Co. v. S.C. Pub. Serv. Comm'n, 270 S.C. 590, 595-96, 244

S.E.2d 278,281 (1978). The Court stated:

What annual rate will constitute just compensation depends upon many circumstances,

and must be determined by the exercise of a fair and enlightened judgment, having regard

to all relevant facts. A public utility is entitled to such rates as will permit it to earn a

return on the value of the property which it employs for the convenience of the public

equal to that generally being made at the same time and in the same general part of the

country on investments in other business undertakings which are attended by

corresponding risks and uncertainties; but it has no constitutional right to profits such as

are realized or anticipated in highly profitable enterprises or speculative ventures. The

return should be reasonably sufficient to assure confidence in the financial soundness of

the utility and should be adequate, under efficient and economical management, to

maintain and support its credit and enable it to raise the money necessary for the proper

discharge of its public duties ....

Southern Bell Tel., 270 S.C. at 595-96, 244 S.E.2d at 281 (quoting Bluefield, 262 U.S. at

692-93). These cases also establish that the process of determining rates of return

requires the exercise of informed judgment by the Commission. The South Carolina

Supreme Court has held that:

[T]he Commission was not bound to the use of any single formula or combination of

formulae in determining rates. Its ratemaking function, moreover, involves the making of

'pragmatic adjustments' . . . . Under the statutory standard of 'just and reasonable' it is

the result reached not the method employed which is controlling .... The ratemaking

process under the Act, i.e., the fixing of 'just and reasonable' rates, involves the

balancing of the investor and the consumer interests. Thus we stated in the Natural Gas

Pipeline Co. case that 'regulation does not insure that the business shall produce net

revenues.' . . . [B]ut such considerations aside, the investor interest has a legitimate

concern with the financial integrity of the company whose rates are being regulated.

From the investor or company point of view it is important that there be enough revenue

not only for operating expenses but also for the capital costs of the business. These

include service on debt and dividends on the stock .... By that standard the return to the

equity owner should be commensurate with returns on investments in other enterprises

having corresponding risks. That return, moreover, should be sufficient to assure

confidence in the financial integrity of the enterprise, so as to maintain its credit and to

attract capital.
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Southern Bell Tel., 270 S.C. at 596-97, 244 S.E. 2d at 281 (quoting Hope Natural Gas

Co., 320 U.S. at 602-03. These principles have been employed by the Commission and

the South Carolina Courts consistently.

Company witness Hevert testified in support of the Settlement Agreement's

proposed ROE of 10.50%. Witness Hevert initially recommended an ROE of 11.50% as

stated in the Company's Application; however, he indicated that, although the 10.50%

ROE included in the Settlement Agreement was below the low end of his recommended

range and below his specific recommendation, it was within the range of the mean

analytical results presented in his Rebuttal Testimony, in particular the Discounted Cash

Flow-based models. In the context of the Settlement Agreement, taken in its entirety,

witness Hevert testified that the 10.50% ROE would be appropriate to support the

Company's ability to access the capital markets at reasonable rates. He testified that

Duke Energy Carolinas needs to maintain its financial strength and credit quality to be in

a position to finance its capital needs on reasonable terms. The methods for estimating

the cost of equity for Duke Energy Carolinas employed by witness Hevert included the

Discounted Cash Flow ("DCF") model and the Capital Asset Pricing Model ("CAP-M').

In addition to the methodologies, his recommendation also took into consideration: (1)

the level of coal-fired generation owned and operated by the Company; (2) the risk of

retirement and costly capital improvements due to more stringent environmental

regulations; (3) the level of nuclear generation owned by the Company and the impacts

that the recent events in Japan may have on the Company's nuclear units going forward;
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(4) the incrementalrisks associatedwith the Company'sneedto fund substantialcapital

expenditures;and(5) flotation costsassociatedwith equityissuances.

ORSwitnessCarlisleprovidedtestimonyregardingtheCompany'scostof equity.

He used the DCF model and the ComparableEarningsModel ("CEM") approachto

estimatethe Company'scostof equity capital. WitnessCarlislerecommendedthatrates

be set on an ROE of 10.50%. His analysisresultedin the following ROE range:DCF

ROEof 10.26%andaCEM ROEof 10.74%.Themid-pointof this rangeis 10.50%.

SCEUCwitnessO'Donnell primarily testifiedthatheperformedaDCF analysisresulting

in an investorreturn requirementrangeof 8.75%to 9.75%,and that the CEM method

produceda return on equity in the range of 8.50% to 9.50%. Witness O'Donnell

recommendedthat the CommissiongrantDuke EnergyCarolinasa return on equity of

9.50%sincethe ROEis in themiddle-to-highendof therangeof his DCF results,andin

thehigh-endrangefor hisCEM analysis.

In consideringthe appropriateROE for Duke EnergyCarolinas,theCommission

reviewedthe methodologiesandconclusionsof the witnesseswho employednumerical

modelsto calculatetheROE for theCompany,consideredtheevidencerelatedto market

conditionsand investorexpectations,and reviewedthe evidencein supportof the ROE

proposedin the SettlementAgreement.The Commissionagreeswith ORS' positionthat

the determinationof an appropriateROE shouldbalancethe future outlook for returns

against historical trends, without an inappropriate emphasison transitory factors;

therefore,historical growth figures which incorporatethe recent recessionshouldnot

receiveundueweight going forward. Moreover,the Commissiondoesnot believethata
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utility's investmentsin plant additionsshouldbeviewedasa long-termdragonearnings

sinceregulatedelectricutilities mayrecovertheseinvestmentsandearnareturnonthem.

Undertoday'sunusualeconomiccircumstances,theusefulnessof theCAP-M at this time

as an appropriatemethodologyis suspect,especiallyin light of the FederalReserve's

shift into long-termTreasurybondpurchasesin September2011.

TheSettlementAgreementROEof 10.50%supportstheCompany'screditprofile

and maintainsthe Company'sability to accessthe capital marketsat reasonablerates.

The 10.50%ROE is also supportedby the analytical resultspresentedin testimonyby

ORS witness Carlisle and Duke Energy Carolinaswitness Hevert. The Commission

concludesthat the SettlingParties'recommendedROE of 10.50%is just andreasonable

andin thepublic interest.

(3) Rate Base and Revenue Increase

The South Carolina Supreme Court has defined rate base as "the amount of

investment on which a regulated public utility is entitled to an opportunity to earn a fair

and reasonable return; and represents the total investment in, or the fair value of, the used

and useful property which it necessarily devotes to rendering the regulated services."

Hamm v. Pub. Serv. Comm'n, 309 S.C. 282, 286, 422 S.E.2d 110, 112 (1992) (citing

Southern Bell Tel., 270 S.C. at 600, 244 S.E.2d at 283). "Rate base should reflect the

actual investment by investors in the Company's property and value upon which

stockholders will receive a return on their investment." Parker v. S.C. Pub. Serv.

Comm'n, 280 S.C. 310, 312, 313 S.E.2d 290, 292 (1984). The Commission has the

statutory authority after hearing to "ascertain and fix the value of the whole or any part"
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of Duke Energy Carolinas' rate base, and may

construction,extensionsand additions"to suchproperty.

(Supp.2011).

Duke Energy Carolinas, by its Application and

"ascertain the value of all new

S.C.CodeAnn. § 58-27-180

initial direct testimony and

exhibits,originally soughtan increaseof $216million or 14.6%,from its SouthCarolina

retail electric operations. The SettlementAgreementprovides for an increaseof

$92,844,000in baseratesor 5.98%,whencomparedto adjustedtestyearrevenues.

ORS conductedan examinationof the Company'sApplication and supporting

booksandrecordsincluding ratebaseitems. On the basisof this examination,hearing

exhibits andtestimony,the Commissioncandetermineandfind properbalancesfor the

componentsof the Company'sratebase,aswell asthe propriety of relatedaccounting

adjustments.TheCommissiondeterminesthe appropriateratebase,asadjusted,for the

test period. This practice enhancesthe timeliness of the effect of such action and

preservesthe relianceon historicandverifiable accountswithout resortingto speculative

or projected figures. The Commissionfinds it reasonableto continue this regulatory

practiceand usesa ratebase,asadjusted,for the testperiodendingDecember31,2010,

in thisproceeding.

With regardto theaccountingadjustments,theSouthCarolinaSupremeCourthas

concluded that adjustmentsto the test year should be made for any known and

measureableout-of-period changesin expenses,revenues,and investmentsthat would

materiallyalterthe ratebase."The object of the testyear is to reflect typical conditions.

Whereanunusualsituationexistswhich showsthat the testyearfiguresareatypical,the
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[Commission]should adjust the test yeardata. Any other standardwould negatethe

aspectof finality createdby a test year time limitation." Parker,280 S.C.at 312,313

S.E.2dat 292.

ORSfiled direct testimonyapplyingseveraladjustmentsto concludethat a South

Carolina retail electric rate base of $3,963,064,000was appropriate. Settlement

Agreement SupplementalAttachment A shows Duke Energy Carolinas' operating

experience,ratebaseandrateof returnfor Total CompanyPerBooksandSouthCarolina

retail operations, excluding Greenwood County Electric Power Commission

("Greenwood")for thetestyear.3

ORS witness Scott testified that ORS verified total (North Carolinaand South

Carolina) electric operatingrevenuesof $6,374,883,000,total operatingexpensesof

$5,356,569,000and net operatingincomefor return of $1,018,314,000.Total electric

ratebasewas$13,906,147,000.WitnessScottalsoexplainedtheallocationto SCRetail

Per Booksof a net operatingincomefor returnof $248,330,000and total ratebaseof

$3,254,288,000,resultingin arateof returnof 7.63%,andareturnonequityof 9.62%,as

reflected in Hearing Exhibit 19. ORS witness Scott explained ORS' proposed

AccountingandPro FormaAdjustmentswhich weresubsequentlyincorporatedinto the

SettlementAgreementSupplementalAttachmentA, HearingExhibit 3.

Pursuantto the SettlementAgreementSupplementalAttachmentA, the Settling

Parties agreed upon operating revenuesof $1,677,577,000,operating expensesof

$1,356,979,000,customer growth of $562,000, and original cost rate base of

3Therevenueandcostof servicerelatedto theGreenwoodCountyElectricPowerCommissionare
excludedpursuantto S.C.GeneralAssemblyAct 1293of 1966andDuke Power Co. v. S.C. Pub. Serv.
Comm'n, 284 S.C. 81,326 S.E.2d 395 (1985).
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$3,963,064,000for South Carolina excluding Greenwood. As Duke Energy witness

Hevert testified, the Settlement Agreement will provide the Company with the

opportunityto earnanoverall ROE of 10.50%on a targetcapital structurebasedupon

47%long-termdebtand53%equity.

SCEUC witness O'Donnell originally testified that a $121,800,000revenue

increasewas appropriate.He further recommendedthat the Commissionacceptall of

ORS' accounting adjustments. By accepting those adjustmentsand using his

recommendedROE of 9.50%, the averageincreaseasproposedby witnessO'Donnell

wouldbe3.48%insteadof the5.98%agreedto in theSettlementAgreement.

Basedon theSettlementAgreement'sprovisions,testimonyandexhibitsof all the

Parties,the Commissionfinds andconcludesthat a $92,844,000increasein the level of

baseratesfor DukeEnergyCarolinas'SouthCarolinaretail customers,is appropriateand

thatanoverallrateof returnof 8.10%on SouthCarolinaretailjurisdictional ratebaseand

an ROE of 10.50%,is just and reasonablein light of the substantialevidencein the

record.

EVIDENCE FOR FINDINGS AND CONCLUSIONS NO. 9

The Settling Parties agree that Duke Energy Carolinas shall make a one-time

shareholder contribution to AdvanceSC in the amount of $4 million to be used to fund

Share the Warmth and other public assistance programs, manufacturing competitiveness

grants, economic development and/or education/workforce training programs. After

reviewing the goals of AdvanceSC, the Commission finds that the one-time donation

would continue to balance the concerns of ratepayers as well as the Company and also
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further economicdevelopment. Therefore,we find that the one-timecontribution, set

forth in the SettlementAgreement,is in the public interest,just and reasonable,and

supportedbytheevidencein therecord.

Further, with regardto Bulk Power Marketing (BPM) sales,ORS proposeda

modification of the presentdistribution methodologyof the profits from thesesales

would be modified under a proposal made by ORS. Duke provides funding for

AdvanceSCwith 50% of the SouthCarolinaallocationof profits from its BPM Sharing

Program. Theseprofits aregeneratedby opportunitysalesin the wholesalemarket. The

remaining 50% of the profits are presentlyprovided to Duke's shareholders. ORS

proposesthat 40% of the BPM profits be creditedto SouthCarolinaratepayers.Going

forward,Duke's shareholderswould receiveonly 10%of the BPM profits. Accordingly,

BPM profits would be sharedas follows: 50% to AdvanceSC,40% to ratepayers,and

10% to shareholders,under the ORS proposal. We agreewith and adopt the ORS

proposal. South Carolina customerscontributetoward the costs of constructingand

operatingthe Company'sgenerationfleet, so it is equitablefor the Companyto sharea

portionof theprofit it gainsfrom off-systemsalesoriginatingfrom thoseunits.

EVIDENCE FOR FINDINGS AND CONCLUSIONS NO. 10

Under South Carolina law, the Commission is vested with the authority to fix just

and reasonable utility rates. S.C. Code Ann. §§ 58-3-140, 58-27-810 (1976 & Supp.

2011). Under this statute, the Commission has traditionally adhered to the following

principles:

(a) the revenue-requirement or financial-need objective, which takes the form of a

fair-return standard with respect to private utility companies; (b) the fair-cost-
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apportionmentobjective, which invokes the principle that the burden of
meeting total revenue requirements must be distributed fairly among the

beneficiaries of the service; and (c) the optimum-use or customer-rationing

objective, under which the rates are designed to discourage the wasteful use of

public utility services while promoting all use that is economically justified in
view of the relationships between cost incurred and benefits received.

Bonbright, Principles of Public Utility Rates 292 (1961). These criteria have been used

by the Commission in previous cases and are again utilized here. (_., Order No.

2005-2 at 105 and 2003-38 at 76).

Once a utility's revenue requirement has been determined, a rate structure must be

developed that yields that level of revenues. The basic objective of a rate structure is to

enable a company to generate its revenue requirement without unduly burdening one

class of customer to the benefit of another. Proper rate design results in revenues where

each customer, and each customer class, pays, as close as practicable, the cost of

providing service to them.

The Settlement Agreement provides for the agreed-upon increase in annual

revenues of $92,844,000. The retail increases by customer class proposed by ORS and

contained within the Settlement Agreement are as follows: 7.05% for the residential

class, 5.21% for the general service class, 5.13% for the industrial class, and 5.84% for

the lighting class.

Company witness Heigel testified that the Settlement Agreement reflects a

constructive approach to providing necessary rate relief that will allow the Company to

maintain its financial strength, credit quality, and continue to provide high quality electric

utility service to its customers, while at the same time mitigating the impact of the rate
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increaseon customers.The SettlementAgreementallows for anoverall averagenetrate

increaseto DukeEnergyCarolinas'retail customersof 5.98%.

CompanywitnessesBailey and Stillman discussedthe Company'sprocessesfor

developingits rateproposals.Duke EnergyCarolinaswitnessStillmanpreparedthe cost

of servicestudiesthatBailey usedasa majorcomponentfor theratedesign. Thepurpose

of a costof servicestudy is to allocatethe Company'srevenues,expenses,andratebase

among the regulatory jurisdictions and customer classes based on their service

requirements.

The rate of return by class recommendedby ORS and containedwithin the

SettlementAgreementare as follows: 7.79% for the residentialclass,8.31% for the

generalserviceclass,8.25%for the industrialclass,and9.80%for the lighting class. The

overall rate of return for total SouthCarolinaretail customersis 8.10%. ORS witness

Jamestestifiedthat in developingthereturnsby class,ORSlimited cross-subsidizationof

customerclassesby employinga +10% "band of reasonableness" relative to the overall

retail rate of return. ORS was successful in bringing all the customer classes within this

band except for the lighting class. Company witnesses Bailey and Stillman stated that

once all costs and revenues are assigned, the study identifies the return on investment the

Company earned during the test year. These returns can then be used as a guide in

designing rates to provide the Company an opportunity to recover its costs and earn its

allowed rate of return.

Company witness Bailey further testified that retail rates should produce rates of

return among classes that bear a reasonable relationship to the Company's overall rate of
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return,and shouldprovide movementtoward equalratesof returnamongclasses.The

Commissionis mindful of the implicationsof a rate increaseon any classof customers,

andalsoof thefinancialrequirementsof theutilities it regulates.

The Commission concludes that the proposed revenue increasesand the

respectiverates of return by customerclass as set forth in SettlementAgreement

SupplementalAttachment B representan appropriatemovementtoward comparable

returns,and beara reasonablerelationshipto the Company'soverall rateof return. As

such,the proposedrevenuesand allocationsarejust, reasonableand supportedby the

evidencein therecord.

The evidence in support of the findings of fact are found in the verified

Application, theSettlementAgreement,pleadings,testimonyandexhibits in this Docket,

andtheentirerecordin this proceeding.

IV. CONCLUSION AND ORDER

After hearing the testimony of the witnesses and based on the Commission's

review of the Application, the Settlement Agreement, and the testimony and exhibits

submitted during the hearing, the Commission adopts as just and reasonable and in the

public interest all terms and provisions of the Settlement Agreement as a comprehensive

resolution of all issues. These include: (1) the accounting and pro forma adjustments

appended to the Settlement Agreement as Supplemental Attachment A; (2) base rates

generating a revenue increase of $92,844,000; (3) rates in this proceeding established on

a 10.50% ROE; (4) Duke Energy Carolinas making a one-time contribution in the amount

of $4 million to be used to fund Share the Warmth and other public assistance programs,
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manufacturing competitiveness grants, economic development and/or

education/workforcetraining programsandadoptingthe modification of the distribution

of Bulk Power Marketing salesprofits as proposedby ORS; and (51)adopting the

proposedrevenueincreasesby classand the respectiveratesof return in Settlement

AgreementSupplementalAttachmentB. Lastly, the Company'sservicesareadequate

and are being provided in accordancewith the requirements set forth in the

Commission'srulesandregulationspertainingto theprovisionof electricservice.

This Commission is aware of the fact that the nation is still in the midst of

difficult economictimes, and that the rate increaseadoptedhere will be difficult for

customersto absorb. However,we believethat, at the sametime, this Companyhas

madeandcontinuesto makeinvestmentsin orderto complywith regulatoryrequirements

andto providereliableelectricutility serviceto its customersatjust andreasonablerates.

We notethatthe SettlementAgreementreducestheoriginally requestedrevenueincrease

by approximately57%, andwe believethat the SettlementAgreementrepresentsa just

and reasonableresolutionof the issuesin this proceedingand thereforeis in the public

interest. WeadoptandapprovetheSettlementAgreementin its entirety,accordingly.

IT IS THEREFOREORDEREDTHAT:

1. The SettlementAgreemententeredinto by the Settling Parties to this

Docketis adoptedandapprovedasjust andreasonablein its entirety;

2. That Duke Energy Carolinasshall be allowed to increaseits ratesand

chargeseffective for service renderedas of February 6, 2012, so as to producean
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increasein annualrevenuesfrom baseratesfor its SouthCarolinaretail operationsof

$92,844,000basedupontheadjustedtestyearlevelof operations;

3. The calculation of the base rates required to generatea $92,844,000

revenueincreaseshallbeestablishedbasedona 10.50%ROE;

4. Theaccountingadjustmentsin theSettlementAgreementareadopted:

5. Duke EnergyCarolinas'shallmakeaone-timecontributionin the amount

of $4 million to beusedto fund Sharethe Warmthandotherpublic assistanceprograms,

manufacturing competitiveness grants, economic development and/or

education/workforcetraining programs.The distribution of BPM salesprofits will be

modifiedasproposedby ORS.

6. The rate designandrevenueallocationproposedby the Companyin its

Application, andin its testimonyandexhibits filed in thisproceeding,asmodifiedby the

changesagreeduponin theSettlementAgreement,areapproved;

7. TheCompanyshallcontinueto file quarterlyreportswith the Commission

andORSshowing:

(a) Rateof ReturnonRateBase;

(b) Returnon CommonEquity (allocatedto SouthCarolinaretail electric

operations);

(c) Earningspershareof commonstock;

(d) Debt coverageratio of earningsto fixed charges;

8. ThePartiesshallabideby all termsof theSettlementAgreement;
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9. TheCompanyshalle-file tariff sheetswith theappropriateratesconsistent

with theprovisionsof this Orderwithin 5daysof receiptof theOrder;and

10. This Ordershall remain in full forceand effectuntil furtherOrderof the

Commission.

BY ORDEROF THE COMMISSION:

'o w :n
ATTEST:

(SEAL)
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BEFORE

THE PUBLIC SERVICE COMMISSION OF

SOUTH CAROLINA

DOCKET NO. 2011-271-E

December 7, 2011

IN RE: Application of Duke Energy Carolinas, LLC ) SETTLEMENT
for Authority to Adjust and Increase Its ) AGREEMENT

Electric Rates and Charges )

This Settlement Agreement ("Settlement Agreement") is made by and among the South

Carolina Office of Regulatory Staff ("ORS"); Wal-Mart Stores, East, LP and Sam's East, Inc.

("Walmart"); and Duke Energy Carolinas, LLC ("Duke" or the "Company") (collectively

referred to as the "Parties" or sometimes individually as "Party").

WHEREAS, the Company has prepared and filed an Application for Authority to Adjust

and Increase Its Electric Rates and Charges (the "Application") seeking an adjustment to its

rates, charges, and tariffs set out in its rate schedules for the provision of electric service;

WHEREAS, the above-captioned proceeding has been established by the Public Service

Commission of South Carolina (the "Commission") pursuant to the procedure established in S.C.

Code Ann. § 58-27-810 et seq. (Supp. 2010), and the Parties to this Settlement Agreement are

parties of record in the above-captioned docket;

WHEREAS, ORS is charged by law with the duty to represent the public interest of

South Carolina pursuant to S.C. Code § 58-4-10(B) (Supp. 2010);

WHEREAS, ORS has conducted an examination of the books and records of the

Company relative to the matters raised in the Application; to test-period revenues, operating
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expenses, depreciation and taxes paid by the Company; to rate base, plant in service,

construction work in progress, working capital, and capital expenditures; and to other relevant

accounting matters;

WHEREAS, ORS also has examined all accounting and pro forma adjustments proposed

by the Company in the Application, as well as the Company's cost of service study and rate

design, and information related to the Company's operations;

WHEREAS, ORS has examined the Company's capital structure and cost of capital;

WHEREAS, the Parties have varying positions regarding the issues in this case;

WHEREAS, the Parties have engaged in discussions to determine if a settlement of some

or all of the issues would be in their best interests and, in the case of ORS, in the public interest;

and,

WHEREAS, following those discussions, the Parties have determined that their interests,

and ORS has determined that the public interest, would be best served by stipulating to a

comprehensive settlement of all issues pending in the above-captioned case under the terms and

conditions set forth herein;

NOW, THEREFORE, the Parties hereby stipulate and agree to the following terms,

which, if adopted by the Commission in its Order on the merits of this proceeding, will result in

rates and charges that are lawful, just, reasonable, and supported by the evidence of the record of

this proceeding, and which will allow the Company the opportunity to earn a reasonable rate of

return.

STIPULATION OF SETTLEMENT AGREEMENT,, TESTIMONY AND WAIVER OF

CROSS-EXAMINATION

Page 2 of 9
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1) The Parties agree to stipulate into the record before the Commission this

Settlement Agreement.

2) The Parties agree to stipulate into the record before the Commission the pre-filed

testimony and exhibits (collectively, the "Stipulated Testimony") of the following witnesses

without objection, change, amendment or cross-examination with the exception of changes

comparable to those that would be presented via an errata sheet or through a witness noting a

correction consistent with this Settlement Agreement. The Parties also reserve the right to

engage in redirect examination of witnesses as necessary to respond to issues raised by the

examination of their witnesses, if any, by non-Parties or by late-filed testimony by non-Parties.

Duke witnesses:

.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

Catherine E. Heigel (direct, rebuttal and settlement)

Jeffrey R. Bailey (direct, supplemental and rebuttal)

Stephen G. DeMay (direct and rebuttal)

Robert B. Hevert (direct, rebuttal and settlement)

Dhiaa M. Jamil

Jane L. McManeus

Carol E. Shrum (direct, rebuttal and settlement)

Jim L. Stanley

Phillip O. Stillman (direct and rebuttal)

J. Danny Wiles

Barbara Yarbrough (rebuttal - confidential and public)

ORS witnesses:

.

2.

3.

4.

5.

6.

M. Anthony James

Leigh C. Ford

Douglas H. Carlisle, PhD (as Revised 11/15/11 )

Henry N. Webster, II
Christina Stutz

Sharon G. Scott (as Revised 11/15/11)

Page 3 of 9
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Walmart witness:

1. Steve W. Chriss

TERMS

3) In its Application, the Company sought approval of a retum on common equity

("ROE") of 11.5% and requested a revenue increase of approximately $216,000,000. As a

compromise, the Parties stipulate and agree to a 10.5% return on common equity and a revenue

increase of $92,844,000. Of this amount, $90,654,000 is based on the accounting and pro forma

adjustments shown on Exhibits SGS-1 and SGS-2 to the testimony of ORS witness Scott. The

remaining $2,190,000 is based on the new combined cycle turbine at Buck Steam Station site

("Buck") and the new powerhouse downstream of the Bridgewater Hydro Station

("Bridgewater") being placed into service and booked to plant in service after the ORS

testimony was filed but prior to the date of the hearing in this docket. The Buck revenue amount

is $1,807,000 and the Bridgewater revenue amount is $383,000. The ORS accounting and pro

forma adjustments showing the $92,844,000 are shown in Supplemental Attachment A to this

Settlement Agreement.

4) The Parties agree that the $92,844,000 revenue increase will be allocated among

the rates and customer classes as shown in Supplemental Attachment B to this Settlement

Agreement. Supplemental Attachment B sets forth the proposed rate increases by customer

class, as well as the respective rates of return by customer class. The rates are designed to

recover the revenue requirement in an equitable and reasonable manner. In addition, the

proposed allocations in Supplemental Attachment B are just and reasonable.

5) The Parties agree to accept all proposals and recommendations put forth in ORS's

testimony. The remaining proposals contained in the Application and Stipulated Testimony of

Page 4 of 9
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Duke which do not conflict with ORS's Stipulated Testimony are incorporated by reference into

this Settlement Agreement except as otherwise changed by this Settlement Agreement.

6) The Parties agree that Duke shall make a one-time shareholder contribution to

AdvanceSC in the amount of $4 million to be used to fund Share the Warmth and other public

assistance programs, manufacturing competitiveness grants, economic development and/or

education/workforce training programs.

REMAINING TERMS AND CONDITIONS

7) The Parties agree to advocate that the Commission accept and approve this

Settlement Agreement in its entirety as a fair, reasonable and full resolution of all issues in the

above-captioned proceeding, and to take no action inconsistent with its adoption by the

Commission.

8) The Parties further agree to cooperate in good faith with one another in

recommending to the Commission that this Settlement Agreement be accepted and approved by

the Commission in its entirety. The Parties agree to use reasonable efforts to defend and

support any Commission order issued approving this Settlement Agreement and the terms and

conditions contained herein.

9) The Parties agree that signing this Settlement Agreement (a) will not constrain,

inhibit, impair, or prejudice their arguments or positions held in future or collateral proceedings;

(b) will not constitute a precedent or evidence of acceptable practice in future proceedings; and

(c) will not limit the relief, rates, recovery or rates ofretum that any Party may seek or advocate

in any future proceeding. If the Commission declines to approve this Settlement Agreement in

its entirety, then any Party may withdraw from the Settlement Agreement without penalty or

obligation.

Page 5 of 9
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10) The Parties agree that nothing in this Agreement shall affect, impact or change

rates currently being charged by Duke Energy Carolinas to certain ratepayers in Greenwood,

South Carolina under the provisions of 1966 Act 1293 and Duke Power Co. v. S. C. Pub. Serv.

Comm'n, 284 S.C. 81,326 S.E.2d 395 (1985).

11) The Parties agree that the revenue increase addressed in this Settlement

Agreement is not connected to any cost associated with the Company's proposed Lee Nuclear

Station or the merger of the Company with Progress Energy Carolinas, Inc.

12) This Settlement Agreement shall be interpreted according to South Carolina law.

13) The above terms and conditions fully represent the agreement of the Parties

hereto. Therefore, each Party acknowledges its consent and agreement to this Settlement

Agreement, by affixing its signature or by authorizing its counsel to affix his or her signature to

this document where indicated below. Counsel's signature represents his or her representation

that his or her client has authorized the execution of the agreement. Facsimile signatures and e-

mail signatures shall be as effective as original signatures to bind any Party. This document

may be signed in counterparts, with the various signature pages combined with the body of the

document constituting an original and provable copy of this Settlement Agreement. The Parties

agree that in the event any Party should fail to indicate its consent to this Settlement Agreement

and the terms contained herein, then this Settlement Agreement shall be null and void and will

not be binding on any Party.

]PARTY SIGNATURES TO FOLLOW ON SEPARATE PAGES]
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Representing the South Carolina Office of Regulatory Staff

Courtney D. Edwards, Esquire
South Carolina Office of Regulatory Staff

1401 Main Street, Suite 900

Columbia, SC 29201

Phone: (803) 737-0889

(803) 737-8440

Fax: (803) 737-0895

Email: shudson@regstaff.sc.gov

Email: cedwards@regstaff.sc.gov
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Representing Duke Energy Carolinas, LLC

Timika Shafeek-Horton/-Esquire"

Charles A. Castle, Esquire

Duke Energy Carolinas, LLC

550 South Tryon Street, DEC 45 A

Charlotte, NC, 28202

Email: timika.shafeek-horton@duke-energy.com

Email: alex.castle@duke-energy.tom
Phone: 704-382-6373

Fax: 704-382-8173

Frank R. Ellerbe, III, Esquire

Bonnie D. Shealy, Esquire
Robinson McFadden & Moore, PC

Post Office Box 944

Columbia, SC, 29202

Phone: 803-779-8900

Fax: 803-252-0724

Email: fellerbe@robinsonlaw.com

Email: bshealy@robinsonlaw.com
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Representing Wal-Mart Stores East, LP and Sam's East, Incorporated

Holly Rachel Smith, PLLC
Hitt Business Center

3803 Rectortown Road

Marshall, VA 20115

Emaih holly@raysmithlaw.com
Phone: 202-302-3172

Fax: 703-313-8004

Thomas L. Moses, Esquire

Monahan and Moses, LLC

13-B West Washington Street

Greenville, SC, 29601

Emaih tom.moses@momolaw.com
Phone: 864-241-4604

Fax: 864-241-4606
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Duke Energy Carolinas, LLC

Explanation of Accounting and Pro Fermi Adjustments
For the Test Year Ended December 31, 2010

Docket No. 2011-27t-E

(00ti's Omitted)
Duke

Adj.# Adj.#
Per Per Retail

App. ORS Description Elactdc

(A) Electric Onerltlna Revenue_

t 1 To normalize for weather $ (66,422)

8 2 Eliminate Unbilled Revenues (10.935)

13 3 Annualize revenues for current rates 47.451

4 To include bulk power marketing prof'ds 0

8 To eliminate pension dder revenue 0

Total retln ea $ (2g,906)

(B) Fuel Used In Electric Generation

1 8 To nom_atize for weather $ (28,646)

15 7 Update fuel costs to proposed rate 31,870

Total Fuel Used In Electric Generation $ 3,224

(C) Purchased Power and Net Interchanae (Non-Fuel}

18 8 Update fuel costs 1o proposed rate $ 2.946

Total Purch_s-'_J Power and Net Interchange INert-Fuel) $ 2.946

Supplemental Attachment A

Page 2 of 5

Audit ExhibitSGS-2
1 of 4

(Supplemental)

ORS ORS

Retail Retail Tax

Electric Adjustment

$ 0 $ 0

(10.935) (4.183)

47.451 18.150

2.070 792

(1,398) (535)

$ 37.188 $ 14.224

$ 0 $ 0

31.870 (12.190)

$ 31.870 $ (12.190)

$ 2.946 $ (1.127)

$ 2.946 $ (1.127).

(D) Wsaes. Benefits. and Matedata Exoenae

2 8 Normalize for storm costs

4 10 Annualize O&M (non-labor) to year end dollars

5 11 Normalize O&M (labor) to year end dollars

7 12 Annualize operating costs for Cliffside Unit 5 scrubber

12 t3 Remove costs related to energy efficiency and demand side

management program

14 14 Eliminate Contribution of Democratic National Convention Costs

15 15 Update fuel costs to proposed rate

18 18 Amortize voluntary opportunity plan costs

20 17 Amortize pension settlement costs

22 18 Update for increased benefds costs

t9 To remove O & M Expenses for Cliffside 6 and 7

20 To remove non-allowable expenses

Total Weoas. Benefits. and Materials Expense

(E) Deor_-__!_-_n and Amortization Exoenae

8 21 Amortize deferral balance related to Cliffside Unit 5 scrubber

10 22 Annualize depreciation on year end plant balances

$

651 $ 0 $ 0

1.573 0 0

(10.494) (21.510) 8.228

1.009 543 (208)

(13.540) (13.540) 5.179

(240) (240) 92

2.549 2.549 (975)

(23.755) (23.755) 9.086

(7.220) (7.220) 2.762

9.442 6.484 (2.480)

0 (155) 59

0 (4,984L 1,sos

(40,025) $ (61.828) $ 23,649

7.476 $ 5.784 $ (2.212)

3.047 3.047 (1.165)
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Duke Energy Carolinas, LLC

Explanation of Accounting end Pro Forma Adjustments
For the Test Year Ended December 31, 2010

Docket No. 2011-271-E

(000's Omitted)

A_j.#Adj.#
Per Per

App. ORS Deecdptlon
t I 23 Accelerate depreciation on early ganerating plant reliremenls

16 24 Amortize current rate case costs

18 25 Eliminate amortization of nuclear insurance reserve

19 26 Amortize voluntary opportunity plan costs

20 27 Amortize pension settlement costs

21 28 Amortize deferral balance related to pension rider

25 29 Reflect depreciation for 201t additions to plant in service

Duke

Retail

Elactrlc

t

5

9

13

25

Supplemental Attachment A

Page 3 of 5

Audit Exhibit SGS-2

2of4

(Supplemental)

ORS ORS

Retail Retail Tax

Electric Adjustment
6,455 0 0

86 16 (6)

11,178 11,178 (4,276)

7,918 7,863 (3,008)

2.407 573 (219)

2,684 2,513 (96t)

13,291 12,518 (4f788}

3

17

Total D0preclatlon end Amortization Expense

(F) General Taxes

30 To normalize for weather

31 Normalize O&M labor costs

32 Annualize properly taxes on year end plant balances

33 Annualize revenues for current rates

34 Reflect 2011 additions to plant in service

!_JaLq_mILtLT.I_UL

(G) Income Taxes

35 Reflect change from manufacturing tax deduction

36 Synchronize interest expense with end of period rate base

Total Incqme TRxes

Total Inqome Taxes for all Ad|ustmenta

54,542 $ 43,492 $ (16,635)

$ (300) $ 0 $ 0

(66) (70) 27

2,337 2,337 (894)

214 215 (82)

2,092 1,882 (720)

$ 4,277 $ 4.364 $ (1,669)
m

$ 925 $ 925 $ 925

(7,307} (6,030) (6,030)

$ (6,382) $ (5,105! ' $ (5,105)

$ 1.147

(H) Customer Growth

37 To adjust operating revenues and expenses for customer growth $ 0 $ 462 $ 0
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Supplemental Attachment A

Page 4 of 5
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Page 3 of 4

(Supplemental)

_dj.# Adj.#
Per Per

App. ORS

Duke Energy CarollnB, LLC

Explanation of Accounting arid Pro Formal Adjustments
For the Test Year Ended December 31, 2010

Docket No. 2011-271-E

(000's Omitted)
Duke ORS
Retail Retail

Electric Electric

25

(I) Plant In Service

38 To adjust for plant additions to August 2011

Tgtai Plant In Service

(J) A_ccqmulatad Deoreclatton and Amortization

$ 402,242 $ 361,125

$ 402,242 $ 361,125

25 39 TO adjust for accumulated depreciation
associated with 2011 plant additions and

annualized depreclation expense

Total Accumulated Deomclatlon and

Am_zedon

(K) Maltadalls and SuoMles

23 40 To adjust the fuel stock inventory balance

Total Materiels and Sum:lies

(L) Wod(ino Caoitld Investment

To adjust for accounting and pro farina

4t adjustments

Total Wodkino Caoital

(M) A(;¢Llmuleted Deferred Income Taxea

25 42 To adjust for bonus depreciation on 2011 plant
additions

26 43 To adjust for deferred taxes associated with the

option payment from Jacksonville Electric
Authority

Total Accumulated Deferred Income Taxes

$ (22,793) $ (15,565)

$ (22,793) $ (15,565)

$. 13.592 $ 5,246

$ 13.592 $ 5,2.46

$ 0 $ (3.745)

$ 0 $ (3,745)

$ (76,603) $ (68,872)

419 419

$ (76.184) $ (68,453}

(N) O,,er:tlna ReeervJ=

111 44 To adjust for Nuclear Insurance dividends
returned to customer

26 45 To reflect funds received from option payment
from Jacksonville Electric Authority

Total Oneretino Reserves

(O) Construction Work In Prooress

24 46 To reflect the amount of CWIP the Company has
invested in new electric plant

Total Construction Work In ProQress

$ 14.703 $ 14.703

(I.335) (.1,335.)

$ 13 368 $ 13_368

$ 510.340 $ 416j800

$ 510.340 $ 416,800
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Adj.#

Per

ORS Description

Duke Energy Carolinas, LLC

Explanation of Accounting and Pro Forma Adjustments
For the Test Year Ended December 31, 2010

Docket No. 2011-271-E

(000'a Omitted)
Company

Proposed
Incmese

Audit Exhibit SGS-2

Page 4 of 4

(Supplemental)

ORS

Proposed
Increase

(p) OoeraUnu Revenues for Prooosed Increase

47 To adjust revenues for the proposed increase
$ 215,522 $ 92r844

(Q) General Taxes

48 To adjust gross receipts and SC utility assessment taxes for the proposed

increase
$ 973 $ 421

(R) Income Taxei

49 To adjust Income Taxes for the proposed increase

(S) Customer Growth

50 To adjust operating revenues and expenses for customer growth using the

customer growth factor recommended by ORS Electric Department

$ 82 065 $ 35 352

$ 0 $ 100
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Duke Energy Carolinas 2011 Rate Case

Proposed Revenues and Adjustments

for the test year ended December 31, 2010

Including Buck and Bridgewater

Supplemental Attachment B
Page 1 of 2

Exhibit MAJ-1

(Supplemental)

Line
No. South Carolina

1 RS
2 RE
3 ES
4 ESA

5 RT
6 WC
7 RB
8 Total Residential Service

9 SGS
10 LGS
11 BC

12 HP (LGS)
13 HP (OPT-G)
14 MP

15 OPT
16 Total General Service

_atdaLC_zL_
17 HP
18 I

19 MP
20 OPT

21 PG
22 Total Industrial Service

23 PL
24 OL
25 FL

26 GL
27 TS
28 Total Lighting

29

Present Proposed Proposed Proposed
Revenues Revenues Revenue Percent

Annualized Annualized Increase Increase

la ) (b) (c) (d) _

$355,267,832
291,606,314

278,477
221,900
617,935
369,386

8,651,035
$867,012,879

$377,491,154
314,780,386

295,606
239,198
649,554
388,593

9,479,537
$703,324,028

$22,223,322

23,174,073
17,129
17,298
31,619
19,206

828,502

$46,311,149

6.26%
7.95%
6.15%
7.80%

5.12%
5.20%
9.58%
7.05%

$136,306,800

95,203,200
259,961
545,634
286,579

8,311,111
175,130,112

$416,043,397

$141,577,775

100,584,211
281,303

545,634
286,579

8,779,469

185,668,654
$437,723,626

$5,270,975
5,381,011

21,343
0
0

468,358

10,538,542
$21,680,229

3.87%
5.65%
8,21%
0.00%

0.00%
5.64%
6.02%

5.21%

$10,219,049

46,739,693

10,565,306
377,782,595

508,013

$446,814,666

$10,219,049

49,147,109
11,160,818

397,634,123
534,738

$468,695,837

$0

2,407,416
595,512

19,851,529
26,724

$22,881,181

0.00%
5.15%

5.64%
5.25%

5.26%
5.13%

$5,429,942

19,867,586
8,076,951

23,892
336,048

$33,734,419

$5,875,488

20,908,999
8,529,613

26,004
365,755

$36,706,860

$445,546

1,041,413
452,663

2,112
29,707

$1,971,441

8.21%
5.24%
5.60%

8.84%
8.84%
5.84%

5.98%
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